DG 01-125

NORTHERN UTILITIES, | NC.
Guar anteed Price Service Program Proposa
Order Approving Fixed Price Option Program

ORDER NO 23,740

July 12, 2001

APPEARANCES: Rubin & Rudman, L.L.P., by Frank
Pozni ak, Esq., on behalf of Northern Uilities, Inc.; Ofice
of Consuner Advocate by Kenneth E. Traum on behal f of
residential ratepayers; and Donald M Kreis, Esq. for the
Staff of the New Hanpshire Public Uilities Conm ssion

PROCEDURAL HI STORY

On June 8, 2001, Northern Utilities, Inc. (Northern)
filed with the New Hanpshire Public Utilities Conm ssion
(Commi ssion) its Guaranteed Price Service (GPS) Program
Proposal. The filing was nmade in response to Order No. 23,581
(October 31, 2000), in Docket DG 00-194, Northern's Wnter
2000/ 2001 Cost of Gas proceeding, which directed Northern to
expl ore the use of financial instrunents for hedgi ng and/ or
i npl ementation of a Fixed Price Option (FPO) programand to
di scuss those policies with the Ofice of the Consuner
Advocate (OCA) and Commi ssion Staff (Staff) no |later than
February 28, 2001. On February 16, 2001, Northern met wth

the OCA and Staff to discuss the FPO and hedgi ng i ssues. The

June 8, 2001 filing was acconpani ed by the prefiled direct
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testi nony and supporting schedul es of Francisco C. DaFonte,
Director, Gas Control.

By an Order of Notice issued June 13, 2001, the
Comm ssi on schedul ed a hearing for July 6, 2001 and set
deadlines for intervention requests and objections thereto.

On June 18, 2001, Staff propounded data requests to
Northern. On June 20, 2001, Northern responded to Staff's
data requests. Also on June 20, 2001, Northern and Staff
di scussed the data responses in a tel ephone conference. The
OCA was aware of the neeting but did not participate in the
conf erence.

On June 27, 2001, the OCA filed a Notice of Intent
to Participate in this docket on behalf of residential utility
rat epayers pursuant to the powers and duties granted to the
OCA under RSA 363:28. There were no other intervenors in this
pr oceedi ng.

On July 2, 2001, Staff filed with the Conm ssion a
Settl ement Agreenent dated June 29, 2001 entered into anong
Northern, OCA and Staff relating to Northern's petition. A
duly noticed hearing on the nmerits was held at the Conm ssion
on July 6, 2001

1. NORTHERN S GUARANTEED PRI CE SERVI CE PROGRAM PROPOSAL

Northern proposed to inplenment a Guaranteed Price
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Service optional tariff for the 2001/2002 wi nter period. At
the hearing, Northern's witnesses testified that Northern
believes that nowis the right time to offer the FPO program
due to the recent volatility in natural gas commodity prices
and an expected custoner readi ness or demand for such a
program Under the proposal, Northern's custoners would have
t he option of purchasing their gas service under the
traditional Cost of Gas (COG) tariff, which is subject to
mont hl'y variations, or under the newly established GPS tariff,
whi ch woul d ensure a set price per thermsold during the
w nter period to custonmers who desire price certainty.

Northern stated in its filing that it would supply
GPS custoners through pipeline, storage and peaki ng resources
inits existing portfolio. However, Northern would hedge the
cost of sone of these supplies to match the fixed-cost
requi renents as closely as possible. In particular, Northern
woul d hedge a portion of pipeline supplies over the off-peak
period. Additionally, volumes injected into storage during
the injection season would al so provide a hedged supply for
GPS custonmers. Based on this approach, approxi mtely 99
percent of the GPS requirenments under normal weather
conditi ons woul d be price-hedged.

Northern proposed to cal cul ate three GPS prices
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applicable to residential, comercial and industrial (C& ) |ow
wi nter use, and C& high winter use customers. Northern's COG
price to these three groups would reflect differing
al l ocati ons of pipeline, storage and peaki ng supplies and
associ ated costs resulting from Northern's nost recent rate
redesi gn case. The sane allocations used to devel op COG
prices would be used to devel op GPS prices.

Northern proposed to notify custoners of the program
t hrough informational inserts in the August 2001 billings.
The program woul d be open to all custonmers and enrol |l nent
woul d be on a first-conme first-served basis through a mail-in
response, begi nning Septenber 15 and renai ni ng open for 30
days or until fully subscribed. |In order to provide all
custonmer classes with a reasonabl e opportunity to participate
in the program the overall program cap would be divided
proportionately between residential and non-residenti al
custoners. Any unused volunes in one pool could be allotted
to the other pool, if it were oversubscribed. The proposed
tariff would require custoners to remain on GPS service for
the entire six-nmonth winter period. The GPS rate woul d be
based on the cost of hedged supplies, estinmated transportation

costs and program costs.

L1 SETTLEMENT AGREEMENT
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After several discussions, Northern, the OCA (the
Parties) and Staff entered into a Settl ement Agreenent
(Settlenment). The Settlenent is intended to resolve all
issues related to Northern's petition. The ternms of the

Settlenent are summari zed bel ow:

1. The Parties and Staff agree Northern wll
rename its Quaranteed Price Service Program as
the Fixed Price Qoption program (or FPO

program.

2. The Parties and Staff agree the goal of the FPO
programis to guarantee a set rate for enrolled
custoners during the termof the program
Novenber 2001 through April 2002, which nmay not
necessarily result in the | owest prices.

3. The Parties and Staff agree the enroll ment
period for the programwill be from Septenber
15, 2001 through Cctober 15, 2001.

4, The Parties and Staff agree enrollnent will be
capped at 50 percent of Northern's New
Hanpshire firmsales load on a first-cone
first-serve basis and that custonmers will be
required to remain in the FPO programfor the
entire six-nmonth period it is offered.

5. The Parties and Staff agree Northern will
notify custoners of the FPO programvia bill
inserts in August 2001, and via first class
mai | in Septenber 2001.

6. The Parties and Staff agree the nmeans of
enrol I ment will be by customer subm ssion of
enrol I ment forms and will not be via verbal
neans.

7. The Parties and Staff agree the eligibility for
the FPO programwi || be divided proportionally
bet ween residential and non-residenti al
custoner pools ensuring that each group has a
reasonabl e opportunity to participate. Any
unsubscri bed vol umes in one pool may be
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utilized to meet an over-subscription in the
ot her pool .

8. The Parties and Staff agree adm nistrative
costs associated with the FPO programw || be
all ocated 50 percent to Cost of Gas customers
and 50 percent to FPO custoners resulting in an
uniformrate inpact to all custoners for these
admini strative costs.?

9. The Parties and Staff agree that the FPO rate
will include a credit for the FPO service's
al | ocated share of actual known capacity
rel ease, off-systemsales and interruptible
sales credits (i.e., margins from May 2001
t hrough July 2001). Estimated future margins
will not be included in the FPOrate
calculation, but rather will be credited to COG
service only.

10. The Parties and Staff agree that the FPO will
include a premumto protect the COG customners
fromthe potential of under-recovery of costs
fromFPO participants. The premumwi |l be
cal cul ated as foll ows:

a) If the calculated FPOis | ess than or
equal to 95% of the projected COG
rate for the winter period, the FPO
rate will be calculated as the FPO
multiplied by 105% |In no event will
the FPO be | ess than 95% of the
projected COGrate for the w nter
peri od.

b) If the calculated FPOrate is greater
than 95% of the projected COGrate
for the winter period but |ess than

1 At hearing, Northern's w tnesses confirned that
adm ni strative costs will actually be allocated such that each
custonmer pays the same share of those costs whether they are
t aki ng service under the FPO or COG tariff. Thus, the
adm ni strative costs would only be allocated equally between
the two prograns if the FPOis fully subscribed. Since
nei ther Staff nor OCA objected to this clarification, we wll
assume it is consistent with the Settlenment Agreenent.
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100% of the projected COG rate for
the winter period, then the FPO rate
will be calculated as the FPOrate
mul tiplied by 105%
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C) If the calculated FPOrate is greater
than or equal to 100% of the
projected COGrate for the w nter
period but Iess than 105% of the
projected COG rate for the w nter
period, then the FPOrate will be
calculated as the COG rate multiplied
by 105%

d) If the calculated FPOrate is greater
than or equal to 105% of the
projected COGrate for the w nter
period, then the FPOrate will be
establ i shed as originally cal cul at ed.

11. The Parties and Staff agree Northern will utilize
physi cal and financial hedges to stabilize a portion
of its gas supply costs comrensurate with the |evel
of the FPO programthat is offered. These hedges may
i ncl ude: purchasing supplies now for |ater use,
entering into one or nore fixed-price contracts with
suppliers, or trading financial instruments or
contracts on the NYMEX.  The actual transactions will
be executed by Northern's parent conpany, N Source,

I nc.

12. The Parties and Staff agree Northern's proposal
wi Il be capped at 50 percent, rather than 60
percent as proposed. Northern will hedge 99
percent of its supplies for these participating
customers under normal weather conditions in
order to provide price stability for its
cust orer s.

13. The Parties and Staff agree Northern wll
submt to the Comm ssion, by Novenber 15, 2001,
a report identifying the nunber of customers
participating in the FPO programas well as the
vol ume of gas subject to the enrollnent. The
vol ume reported will be broken down by
residential and non-residential classes.

14. The Parties and Staff agree Northern wll
submt to the Comm ssion, by March 15, 2002, a
report of the prelimnary evaluation of the FPO
pr ogr am
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V. COWM SSI ON ANALYSI S

After careful review of the record in this docket,
we find that Northern's Fixed Price Option Program as
nodi fied by the terns of the Settlement Agreenent, is
consistent with the public good.

New Hanpshire’ s current COG service is designed to
adjust the COG rate on a nonthly basis, to reflect market
prices nore accurately than a less regularly adjusted rate
woul d, and has resulted in frequent COG rate changes. The FPO
offers an alternative to customers who do not want to be
subject to the volatility of market prices and fluctuating
rates over the winter period and is consistent with prior
Comm ssi on orders that directed gas conpanies in New Hanpshire
to mtigate natural gas price volatility at a m nimal cost.
Northern’s FPO programis simlar to fixed price plans offered
in the conpetitive market by oil and propane deal ers, as well
as natural gas marketers and the other gas utilities operating
in New Hanpshire, that ensure a set price for the w nter
period to customers who desire price certainty.

Enrol Il ment in the FPO will comence when Northern
files for its winter COG rate, enabling customers to better

eval uate the risks associated with their purchasing options.
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The proposed premunms applied to the FPO rate should result in
FPO and COG rates that are closely linked and, therefore,
custoner participation will be determ ned by risk aversion
rather than price differentials. The availability of two
pricing options will allow firmsales COG custoners to decide
the level of price risk they wish to tolerate while providing
better price signals to the marketpl ace.

Variances in the revenues and costs associated with
the FPO are |ikely, as usage and supply m x are based on
normal i zed weather. Any resulting over or under-collection
shoul d not be significant and should be offset by margins that
will be credited to the firmsales COG custonmers and by the
prem um established in Section IV, 10 of the Settl enent.
Northern's witnesses testified at the hearing that the prem um
could be approximately 3.75 cents per therm This is the
addi ti onal cost per therma customer would pay to obtain a
firmprice for the winter period and also to protect COG
custoners froma potential under-recovery of gas costs from
FPO custoners.

We agree that as an initial offering the program
should be limted and we believe that fifty percent (50% of
t he weat her normalized winter period thermsales is a

reasonabl e anount to be offered for the comng wi nter based on
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the participation |evels experienced for the FPO prograns
of fered by KeySpan Energy Delivery New Engl and (KeySpan) and
New Hampshire Gas Corporation (NHGC). Both KeySpan and NHGC
had capped participation at 20% and their progranms were
significantly oversubscribed for the 2000/ 2001 w nter peri od.
If the FPO is undersubscribed, the supplies purchased for the
FPO wi ||l be deemed to be additional volunmes hedged for the
firmsales COG custoners.

We al so approve of Northern’s hedgi ng policy,
wher eby m ni mum amounts are to be hedged by specific dates or
when certain target prices are nmet. This sort of “doll ar-cost
averagi ng” or “val ue-cost averaging” strategy, in which a
fixed dollar anount is invested on a regular basis or when a
target price is realized, has been used to | ower the average
cost when prices fluctuate. G ven the volatility of natural
gas prices, we believe such a strategy reduces the specul ative
nature of gas purchasing as has been practiced in the past and
should ultimately result in | ower gas cost rates.

In a market where prices have traditionally risen
during the winter, both FPO and COG custoners should |ikely
benefit as FPO participants pay a price based on natural gas

supplies locked in during the sumrer and the COG custoners
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retain margins which would normally be spread over all firm

sal es COG custoners.

That said, the FPO should be treated as a pil ot
program for the 2001/2002 wi nter period. The program should
be closely nonitored and the results reviewed and evaluated to
serve as a basis for continuing and inproving the plan going
forward. We believe that the ternms of the Settl enent
addressing nonitoring and eval uati on of the FPO programw ||
provi de Northern, the OCA and Staff sufficient informtion to
di scuss whet her the program should be offered in subsequent
years and whet her any program nodifications are necessary. W
al so note Northern's agreenent to submt for Staff reviewthe
FPO pronotional materials it intends to send custoners wth
their August bills and the Septenber direct miling.

Based upon the foregoing, it is hereby

ORDERED, that the proposed Fixed Price Option
Program as nodified by the terns of the Settl enment Agreenent,
is hereby APPROVED; and it is

FURTHER ORDERED, that Northern will hedge a m ni num
of 50 percent of its 2001/2002 winter gas supply portfolio in
support of its FPO programthrough: the use of financial

instrunents to hedge 50 percent of its upstream pipeline
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supplies; fixing prices for Liquid Natural Gas and Liquid
Propane contracts with its suppliers; and the use of physical

hedges afforded it by underground storage.
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By order of the Public Utilities Conm ssion of New

Hampshire this twelfth day of July, 2001

Douglas L. Patch Susan S. Ceiger Nancy Brockway
Chai r man Comm ssi oner Comm ssi oner

Attested by:

Claire D. DiCicco
Assi stant Secretary



